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PREAMBLE 


The Provincial Auditor reported on the Andersen Consulting Agreement in the 
1998 Annual Report and in an interim follow-up report, entitled Administration of 
the Andersen Agreement, dated December 3, 1999. The Standing Committee on 
Public Accounts considered these reports in hearings on December 9 and 16, 1999 
with witnesses from the Ministry of Community and Social Services. 


This report provides an overview of the Business Transformation Project (BTP) 
undertaken by Andersen Consulting, the findings of the Office of the Provincial 
Auditor, and the conclusions and recommendations of the Standing Committee on 
Public Accounts. At the conclusion of the hearings, the Committee passed a 
motion with suggestions to assist the Ministry of Community and Social Services 
in the 1999-2000 contract re-negotiation with Andersen Consulting. 


BACKGROUND ON THE AGREEMENT 


The Ministry of Community and Social Services entered into a Common Purpose 
Procurement (CPP) contract with Andersen Consulting (the Consultant) in 
January 1997 for the implementation of the Business Transformation Project. The 
objective was the “the development and implementation of new business 
processes and technologies for delivering social assistance in Ontario.””! 


Business Transformation Project 


The Ministry believed that the reform of Ontario’s welfare system required the 
modernisation of the technology and business practices. The existing system had 
resulted in overpayments and fraud errors, and was outdated. A new standardised, 
province-wide-technology and database with automated, electronic information- 
sharing to establish eligibility was required. The new business practices would 
improve the administrative tasks of intake and the adjudication process. 
According to the Ministry, it required an experienced private sector partner to 
share the risks, investments and rewards. 


The Auditor’s 1998 audit report described the Business Transformation Project in 
the following terms: 


In 1995/96, the Ministry initiated another project called the 
Business Transformation Project. The main objective of the 
Business Transformation Project is to develop new business 
processes and technologies to support the transformation of the 
Family Benefit and General Welfare Assistance programs into the 
Ontario Works Program and Ontario Disability Support Program. 
The Business Transformation Project is intended to provide 
technologies for single-tier delivery of the new social assistance 
and employment initiatives and to replace the interim computer 
systems of Caseworker Technology and Ontario Works 
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Technology, as well as the outdated CIMS and MAIN computer 
systems. 


The Agreement, which was to be reviewed at the end of the second year, was 
originally a four-year contract with an option for a fifth year and a $180 million 
maximum payment cap, excluding certain expenditures. Project deliverables were 
defined with costs charged to a cost pool. Financial savings were to be deposited 
in a benefits pool, and the Ministry and the Consultant were entitled to recoup 
costs from the benefit pool in proportion to the costs charged to the cost pool. 
Furthermore, unless otherwise agreed to by the Ministry, the savings were not to 
be distributed until the total amounts in the benefit pool exceeded the total 
amounts in the cost pool.’ As of December 1999, the timetable for deliverables 
had been extended twice. 


Consolidated Verification Process 


Andersen Consulting would provide new technology to assist in a process which 
was based on new business processes. The Consolidated Verification Process 
(CVP) was designed to establish eligibility for social assistance. According to the 
Ministry, the process provides the following functions: 


CVP represents a change from a time-based to a 
priority-based approach to reviewing case files. 
It also streamlines the current financial review 
process by amalgamating several verification 
processes into one consolidated approach. It 
uses third-party information sources to verify 
participant information, and it uses new 
automated tools to assist with managing the 
process. In terms of the automated tools that are 
used to support CVP, there are three automated 
tools. There’s the monitoring and tracking tool, 
which we call MATT, which tracks information 
on the status of case file reviews. There’s a 
numerically ordered ranking assessment, which 
we call NORA, which ranks cases in priority 
sequence for review. ... We also have 
automated interfaces [third-party interface] 
which allow for access to participants’ financial 
and asset information to third-party sources." 


According to the Ministry, the Consultant assisted in implementation at the 
provincial and municipal levels in terms of staff development and training, which 
resulted in savings of approximately $35 million, as of July 31, 1999. 


PROVINCIAL AUDITOR’S REPORTS 


The following overview identifies the main findings in the Auditor’s reports. The 
Committee has considered and endorsed the Auditor’s recommendations in the 
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1998 Annual Report, and strongly recommends that the Ministry give 
consideration to their implementation. 


1998 Audit Report 


The Provincial Auditor identified the following concerns with the Business 
Transformation Project in the 1998 Annual Report: 


the Project’s scope and desired business results were not defined at the outset; 


the Ministry could not substantiate the decision to have a $180 million 
maximum fee; 


the Project costs had not been estimated and the conditions/terms for incurring 
these expenditures had not been defined; 


Andersen Consulting shared in savings at a disproportionately high rate to the 
disadvantage of the Ministry, due to the Consultant’s high charge-out rates 
(the rates exceeded the rates in the initial proposal by 63%); 


the Ministry has not charged all of its eligible costs to the cost pool for 
payment from savings; 


the Consultant received $15.5 million because the Ministry had included an 
Early Opportunity Initiative in the CPP Agreement. The Auditor concluded 
that this payment was not necessary and the benefits were not clearly 
attributable to the Consultant; and 


the Project was significantly behind schedule. 


Ministry Response 


The Ministry responded to the 1998 audit report recommendations, through the 
following steps: 


strengthened project governance; 


tightened financial management and controls, for example, improvements to 
the maintenance and documentation of issues. There are tighter controls on the 
attribution of costs and benefits and on the management of procurement; 


organisational changes, such as the assignment of an Assistant Deputy 
Minister with direct responsibility for the BTP Project; 


performance of due diligence on a constant basis and the assignment of 
Ministry internal audit staff to the BTP for checking and verification; 


the contract provided for a one-year extension that was agreed to by the 
Ministry to compensate for initial delays. A timeline schedule has been 
established for the Project; and 


an external review was conducted to address value for money concerns. 


In addition, the Deputy Minister indicated that a Third-Party Review concluded 
that the Project has the potential to demonstrate value for money: 
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« the Project has the potential to produce a return on investment through 
modernisation, given the innovative, performance-based, public-private 
business arrangement, and 


« the Ministry and Andersen Consulting both focused on getting the Project 
moving forward and producing the success that is potentially there. 


1999 Interim Audit Report 


In 1998 the Committee instructed the Provincial Auditor to report back to the 
Committee on the corrective action taken by the Ministry on the administration of 
the Andersen Consulting contract. The Provincial Auditor tabled a Special Interim 
Follow-up Report entitled, Administration of the Andersen Agreement on 
December 3, 1999. 


CPP Project Components/Timetables 


The Auditor concluded that the Business Transformation Project is not delivering 
the required replacement technology and functionality within the timetable 
planned in 1997. According to the Auditor, “the Business Transformation Project, 
for which the Common Purpose Procurement Andersen Agreement was made, is 
failing to deliver the replacement technology and functionality required for 
administering the Income Support and Ontario Works programs economically and 
efficiently within the timetable planned in 1997 for Releases | and 2 of the 
Project.” 


The Project releases are comprised of the following components: 


¢ Release 1 (due mid 1999) - replacement of the Comprehensive Income 
Maintenance System (CIMS) and Municipal Assistance Information Network 
(MAIN) technology, and the delivery components for the Income Support and 
Ontario Works programs. 


e Release 2 (due September 2000) - to provide additional functionality for 
system service delivery and cost savings (e.g., more extensive case 
management). 


The replacement of CIMS and Release 1 business processes have been delayed 
two and a half years and Release 2 enhancements by one and a quarter years, from 
the 1997 Agreement. The Project deliverables have been redefined and are now 
due by January 2002 under the one-year contract extension, as allowed under the 
original contract Agreement. 


Unresolved Matters (1998) 


The Auditor addressed three outstanding issues identified in the 1998 Annual 
Report (attributable benefits, delays, and the cost and benefits pool system) and 
concluded that: 
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In light of the significant payments already made to Andersen Consulting 
at rates which the Ministry cannot control, the delays in the completion of 
the deliverables, and our concerns about the workings of the cost and 
benefit pools, we continue to question the achievement of value for money 
for the taxpayers from this Agreement. 


The value for money concerns in the 1999 Interim Follow-up Report relate to the 
following: 


« Payments and Functionality - a decision had not been made to revise the 
Consultant’s payments and project functionality, and the level of effort or 
responsibilities on the part of the Ministry and Consultant. 


« Cost and Benefit Pools - costs incurred and payments made to Andersen 
Consulting have been substantial, and many of the Auditor’s previous 
concerns over the cost and benefit pools and payments persist. Payments by 
the Ministry have been significant from the benefits pool, based on rates that 
the Ministry can not control. Payments had been made to the Consultant 
before the benefits pool exceeded the cost pool figures, after the Ministry 
unnecessarily agreed to do so. 


- Attribution of Benefits - as of July 1999 all benefits are from the Early 
Opportunities Initiative and not the Project’s mandate to develop new 
technology for the replacement of CIMS and MAIN. The “early opportunities 
initiatives were unnecessarily included in the Business Transformation 
Project, particularly in light of the disproportionate relationship of their 
attributed benefits and costs.” 


- Contract Extension/Project Delivery - the design of the service delivery model 
was completed in 1999. The 1997 timetable was not met and the Agreement 
would be extended to five years which would delay the Project completion 
date and receipt of deliverables. 


COMMITTEE’S FINDINGS AND RECOMMENDATIONS 


During the hearings in December 1999, the central issue was whether the Project 
demonstrates value for money. The discussion focused on four main themes: the 
administration of the cost and benefit pools, contract payments, replacement 
technology and functionality, and contract renegotiations and extension. 


Auditable Business Case 


The Auditor concluded in the 1998 report that the Ministry could not demonstrate 
an auditable business case, and therefore provide assurance that there was value 
for money in the Agreement. This concern was based on the significant 
unnecessary payments made to Andersen Consulting, the lack of control over the 
Consultant’s rates by Ministry, the significant failure to meet the already revised 
project timetable, contract delays, and the administration of the cost and benefit 


pools. 
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The Ministry indicated that the Project design is finished and that new controls 
are in place. It reported to the Committee that the Project can demonstrate value 
for money for the following reasons: 


¢ asubsequent Third-Party Review was conducted in 1998-99 that indicated 
that the Project has the potential to produce a return on investment of 222% 
through modernisation initiatives; 


e the Ministry and Andersen have an innovative, performance-based, public- 
private business arrangement that can produce good quality results;> and 


e risks were identified and action has been taken to ensure provincial and 
municipal involvement in the design and the management of this Project. 
Front-line input from provincial and municipal staff is necessary to make this 
system run more effectively. 


Third-Party Review 


A third-party review (the Review) of the Project by Hickling Lewis Brod Inc. was 
completed for the Ministry in February 1999. The Review was “in substantial 
agreement with the findings of the Provincial Auditor” and confirmed that the 
expected outcomes or business results were unknown and not specified at the time 
of the contract.’ 


The following conclusions were reached in the Review: 
¢ the Project should yield approximately $346 million in net benefits; 


e there are three risk factors that would affect the net benefit; namely, schedule 
risk (slippage in timing), effectiveness risk (eligibility monitoring) and client- 
base risk (inaccurate case load forecasts); 


e the Project would take five years and any delays and new assumptions (e.g., 
variation in caseload figures) would affect the projected net project benefits; 
and 


« the outcomes were not identified in the Agreement and the Ministry was not 
in a position to administer the Project. 


Risk Analysis and Benefits 


The Committee questioned the anticipated savings over the life of the Project with 
the benefit period of seven years (1997-2004). The third—party reviewer explained 
that an exhaustive risk analysis had been conducted to determine the net benefit 
for the Project. A multi-variant statistical analysis was conducted on the early 
opportunity projects; namely, the consolidated verification process and the change 
reporting. In the case of the change reporting, the Review identified robust 
evidence of benefits arising from those changes. Similarly, the analysis of the 
consolidated verification process demonstrated strong expected results. 


The subsequent analysis addressed sensitive variables such as delay and the size 
of the universe of program recipients. It was concluded that there is a strong 
business case for the Project. “Net of all costs, including those accumulated by the 
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Ministry and by Andersen, we [the Review] determined that there was an 
expected outcome .. . of close to $300 million of direct benefits to the Ontario 
taxpayer and there was some $46 million of so-called social benefit to Ontario. 
The third-party reviewer indicated that the benefits will continue to accrue after 
the Project’s completion in 2002. Insofar as that expected outcome is concerned, 
that takes account of all the uncertainty, and there’s lots of uncertainty in projects 
of this duration, this complexity and this magnitude.’”””” 


The Committee questioned the third-part reviewer on whether the Ministry should 
proceed with the contract. At issue in the Auditor’s report, according to the 
Review, was “the absence in that contract of an end result for the monies being 
spent by the government and by Andersen. So my purposeful approach was, let’s 
find out what those results will look like, so we did, and that’s the $300 million of 
net benefit.”’’ Taking all factors into account, the Review concluded that the 
Project is an extraordinarily robust business case, however the expected outcomes 
or business results were unknown and not specified. 


Provincial Auditors Assessment 


The Provincial Auditor questioned the conclusion of the third-party review that 
there would be approximately $346 million in net benefits, for the following 
reasons: 


- at the time of the third-party review, the new social assistance system had not 
been designed and its eventual cost and effectiveness were not known; and 


« current negotiations may well result in major changes of the assumptions from 
those made in 1999 when the third-party reviewer prepared the estimated 
sy 4012 
yield. 


Administration of Costs and Benefits Pools 


Many of the Auditor’s concerns identified in 1998 relating to the administration 
of the cost and benefit pools have persisted, specifically relating to the costs 
incurred and payments. According to the Auditor, the contract specified that there 
was no requirement for the Ministry to make any payments to Andersen, unless 
otherwise agreed to by the Ministry, until the amounts in the benefits pool exceed 
the amounts in the cost pool. By July 31, 1999 the cost pool figures exceeded the 
benefit pool by $23.7 million.!* The Committee requested clarification on the 
administration of these pools. According to the Ministry, the approach used to 
determine which benefits accrue to the Project is dependent upon a baseline 
measure, which calculates incremental benefits achieved under the Project. It was 
reported that the Consultant’s initiatives had produced savings, through the 
development of a new eligibility system which verified eligibility, the design of 
new software and new processes, and training assistance to Ministry staff on 
eligibility problems and overpayment. 


This section of the report addresses the attribution of benefits, the Project cap, 
billing and interest rates, and the timing of the contract payments. 
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Attribution of Benefits 


At issue is whether fees paid to Andersen were correctly attributable to the 
Business Transformation Project. The Provincial Auditor reported that Andersen 
was paid $55 million as of July 1999 for benefits from the Early Opportunity 
Initiatives . . . that “are not attributable to the Project’s primary objective of 
developing and implementing new technology to replace CIMS and to provide the 
components required to deliver the Income Support and Ontario Works 
programs.” The Early Opportunities Initiative is comprised of the consolidated 
verification process and the change reporting. 


The Auditor noted that “the benefits attributed to the Project to date are from the 
Early Opportunities Initiatives, which entailed changes to the existing social 
assistance systems... and not the Project’s primary objective of developing new 
technology.” > Specifically, Ministry work in the Consolidated Verification 
Process, the tax tables for the benefits, and change reporting initiatives are 
distinctly separate from the Proj ect. 


The main issue in attribution, according to the Auditor, is the absence of 
benchmarking: 


The problem we have with the benefits and that we will continue to have 
is that they were simply not benchmarked at the beginning. There was no 
appropriate allocation of how much of the benefit was actually attributable 
to initiatives already taken by the Ministry and those initiatives that 
resulted from advice received from Andersen Consulting." 


According to the Ministry, it has a system in place to ensure that the attribution of 
Project components is monitored and that credits and costs to the respective pools 
are properly administered. Ineligible costs are identified and excluded from the 
pool, through a system of metrics. The initiatives attributable to the contract with 
Andersen are identified and placed in the benefit pool and previous Ministry work 
is not charged. The Ministry confirmed that the technology for MATT, NORA 
and the Third-Party Interfaces was developed by Andersen. 


The Provincial Auditor concluded that this system is not transparent. In 1998 the 
Auditor recommended the application of a value index as a means of determining 
benefits and costs to the pool. The Committee has concluded that an auditable 
system of benchmarking should be developed to ensure correct attribution. 


The Committee therefore recommends that: 


1. The Ministry should develop an auditable system of benchmarking 
to ensure that initiatives taken by the Ministry prior to the Business 
Transformation Project are not incorrectly attributed to Andersen 
Consulting for payment. 


The Provincial Auditor indicated that the next audit will address the matter of 
attribution, specifically the enhanced verification process.”"® 
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Project Cap 


The Consultant does not control the contract cap. During the Project, risk factors 
were identified, for example, schedule slippage and the diminution in the size of 
the caseload. Also, the third-party reviewer suggested that risks exist in 
subsequent phases of the contract. The accommodation of the risk factor has 
focused attention on the limitations imposed by the cap. 


The third-party reviewer noted that “the reason for the higher margin is that there 
is a deemed higher risk. So the company appears to be banking margin in order to 
mitigate risk, and the risk they see is the risk they’ve seen. There has been 
profound evidence of schedule slippage here.”'” The Review concluded, “it’s 
going to run up against the cap, at which point, again from a risk management 
standpoint, Andersen is going to see its margin begin to erode as you go past the 
$180 million so that you can’t charge any more costs.” 


The Committee is of the opinion that the cap should be maintained and that 
supplementary expenditures related to the contract should receive line-item 
review by the Ministry. All expenditures should require formal Ministry 
approvals. 


The Committee therefore recommends that: 


2. The $180 million cap should not be increased and expenditures 
excluded from the cap should be minimized. Supplementary 
expenditures should require Ministry approval. 


Billing Rates 


The Auditor reported in 1998 that the Consultant’s staff rates “exceeded the rates 
quoted at the time of its response to the Ministry’s December 1995 request for 
proposal by an average of 63%.’”! Furthermore, the Auditor noted that the 
Consultants’ standard published billing rates for staff was significantly higher 
than Ministry rates for comparable work. *? The Auditor concluded that the 
Consultant had received a disproportionate percentage of the benefit pool in 
relation to its overall work contribution because of this differential. 


The third party reviewer concluded that Andersen’s rates are high in the current 
market, but that they are based on Andersen’s assessment of the risk assumed 
under the orginal timetable.”> The Review noted that the rate structure could be 
explained by the reliance on higher-end professionals to achieve the Project’s 
objectives, and that rates increased because of the risk assessment. The risk was 
due to several factors: namely, a delay, “caused by, among other factors, an 
unready public sector partner, caused by . . . a great deal of legislative change, the 
effect of which was to alter the definition of the outcome, which itself was not ; 
that well defined at that stage, but still sitting there with that $180-million cap.” 
The fees were increased to mitigate this level of risk. 


The Ministry indicated that the technological expertise for the Business 
Transformation Project is expensive and that the posted salary levels are 
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appropriate. The current salary levels indicate that the individual staff category 
rates have increased since 1996/97, but that the average rate/hour has been 
reduced by 25.3%, due to the change in the “personnel mix” in the Project. 


_.. as we [Ministry] move into building the actual system, we have more 
people, a larger number of people, on site from Andersen Consulting who 
are at the analyst-programmer level. Their average rate is a lot lower, so 
the overall average rate has declined. . . . 1 [Deputy Minister] believe this 
year there has been, as the third-party reviewer talked about, a significant 
decline in the average hourly rate.” 


The Consultant is permitted to increase the salary rates without Ministry approval 
and they have not been renegotiated with the Ministry since the initial Committee 
hearings in 1998. The Ministry explained that it was committed to reduce costs 
and that discussions were underway. 


The Committee is concerned whether the Consultant’s billing rates demonstrate 
optimum value for money. The Committee concluded that the billing rates should 
be reduced through Ministry controls and that the allocation of Ministry and 
Consultant personnel should be reconfigured to reduce costs. 


The Committee therefore recommends that: 


3. Andersen Consulting’s billing rates should be reduced and new 
controls introduced by the Ministry of Community and Social 
Services. The mix of personnel from the Ministry and Consultant 
should be adjusted to reduce overall project costs. 


Interest Rate Charges 


The Ministry and the Consultant are entitled, under the contract, to charge interest 
on outstanding costs at their borrowing costs. According to the Ministry, “‘this is 
done to balance the risks and reward that both partners face in the contract.””° The 
interest rate reimbursement applies to the gap between incurred expenses and 
payments received. 


According to the Ministry, the early payment was made to the Consultant to 
reduce interest rate costs charged to the Project. Under the terms of the contract, 
the Consultant charges the benefit pool at prime. Andersen’s cost of borrowing is 
approximately 1.5% higher than the Ministry’s cost. The Ministry explained its 
decision to make the payments: 


Having generated benefits, why would we [the Ministry] not pay out those 
benefits .. . We made a conscious decision to pay so that we could reduce 
those interest charges.”’ 


We decided that we would pay out both sides. Both the government and 
Andersen benefited from the $66 million in savings that we found.”® 


The Provincial Auditor concluded that the cost of the payments exceeded the 
interest that would have accrued on the benefits. The Auditor provided the 
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following clarification to the Committee over two concerns related to interest 
charges: 


What we did was relate the borrowing rate of the government, which is 
close to 9% still, to the 5% that Andersen would be entitled to under the 
Agreement. The second point we raised is that in other agreements 
Andersen has actually been paid based on their actual cash flow rather 
than at the full charge rates they were entitled to. . .””” 


In the case of a CPP contract in New Brunswick, Andersen Consulting was 
required to provide the government with a bank statement indicating the amount 
borrowed and the interest rate. The Committee concluded that the Consultant 
should be required to submit a comprehensive bank statement each month to the 
Ministry, indicating the amount loaned and the interest rate. Interest payments 
should apply to actual net cash flows and not on the total Project billings. This 
adjustment would help to reduce the payments made from the benefits pool to the 
Consultant. 


The Committee therefore recommends that: 


4. The Consultant should earn interest only on demonstrated actual 
net cash flows on this Project, rather than on full billing rates. The 
Consultant should provide the Ministry with a monthly bank 
statement, indicating the amount borrowed and the interest rate. 


Payment Formula and Timing of Payments 


The contract is divided into task orders for the various components of the 
Business Transformation Project. In some parts of the Project, the benefits exceed 
costs and in other areas there are no benefits. The Ministry described the payment 
formula: 


In terms of the financial arrangement, each partner receives benefits based 
on their costs. The Ministry has expected that Andersen would receive a 
larger portion of the savings during the life of the Project because they’re 
incurring higher costs during the life of the Project. However, once the 
Project is complete, the ongoing savings accrue solely to the government 
and the taxpayers of the province.” i 


The Committee questioned the timing of the progress payments to Andersen. 
According to the Ministry, “On several of the other task orders that they have 
done, including the design, they’ve spent tens of millions of dollars so far and 
have received no benefit in respect of that.”" However, the Provincial Auditor 
noted that on an overall basis, the Consultant has been paid $55 million of the 
Consultant’s total billing of $75 million, as of July 1999. As noted, early payment 
is permitted under the contract even though costs exceed benefits, only if the 


Ministry agrees to do so. 
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Savings/Payments 


The Committee is concerned with the rates and the extent to which the Ministry 
can control the overall contract costs, with respect to the timing and the size of 
payments. The Ministry explained that control rests with the management of the 
Project schedule through the established timelines. The Ministry stated that the 
benefits are attributable to two initiatives, Eligibility Determination and Income 
Reporting by Clients. The savings totalled $66.8 million the end of July 1999 
comprised of $31.1 million from the Change Reporting Early Opportunities and 
$35.7 million from the Consolidated Verification Process (Andersen’s CVP costs 
were $14.4 million). The savings were shared proportionally by the Ministry with 
Andersen, with the Consultant receiving $55.3 million of the $66.8 million, and 
the Ministry $11.5 million.*” The Consultant costs at their billed rates, on the 
Early Opportunities Initiative task order, were $14.3 million. 


The savings increased from $66.8 to $70.9 million in September 1999, and the 
Consultant’s payout at that point increased from $55.3 to $58.8 million. The total 
project cost charged to the Project by Andersen Consulting in July 1999 was 
$72.655 million, which includes the above task order of $14.3 million.” 


The Committee concluded that payments should not occur until such time that the 
new technology is implemented and fully operational, and secondly, that 
payments are administered in compliance with the “benefits exceeding costs 
formula.” 


The Committee therefore recommends that: 


5. No further payments should be made to Andersen Consulting until 
the primary objective of implementing new technology is met and 
overall benefits exceed costs. 
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Financial Summary of Contract (July 31, 1999) 





Andersen Consulting Agreement Costs, Benefits and Payments to July 31, 1999 








Andersen MCSS Total 
Consulting 
$ $ $ 
Total Project Billings* 72,655,115 14,228,877 86,883,992 
Out-of-Pocket Expenses 2,646,817 936,000 3,582,817 












Total Project Costs Incurred, Including 
Out-of-Pocket Expenses 75,301,932 15,164,877 90,466,809 







Total Benefits in Benefit Pool from Early 
Opportunity Initiatives: 


Change Reporting 26,375,395 
Tax Table 4,720,430 
35,674,695 









Consolidated Verification Process 






66,770,520 















Excess of Total Project Costs Over 23,696,289 


Benefits 











Benefit Attribution 55,285,943 11,484,577 66,770,520 






Amounts Paid to Andersen Consulting 55,285,943 
Amounts Attributed to Ministry 11,484,577 
66,770,520 













Range for Hourly Rates Charged (40 to575) (27 to 96) 


Average 200 51 


Source: Prepared by the Ministry of Community and Social Services (MCSS) for the Provincial 
Auditor’s report, entitled “Administration of the Andersen Agreement ” (dated December 3, 1999). 
*Note: These figures represent total project billings. In the Auditor’s 1999 report, the 
terminology used in this table was otal project costs. 





Replacement Technology and Functionality 


According to the Auditor, “the Business Transformation Project, for which the 
Common Purpose Procurement Andersen Agreement was made, is failing to 
deliver the replacement technology and functionality required for administering 
the Income Support and Ontario Works programs economically and ethiotently 
within the timetable planned in 1997 for Releases | and 2 of the Project.” 


The Committee concluded that the Consultant should comply with the terms of 
the contract to ensure value for money. 
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The Committee therefore recommends that: 


6. The functionality of the new technology originally contracted for 
(i.e., effective replacement of the Comprehensive Income Maintenance 
System) should not be diminished. 


CONTRACT RENEGOTIATIONS AND EXTENSION 


The contract provided for a one-year extension to compensate for delays. In 
addition, a timeline schedule has been established for the Project. It is expected 
that the Project restructuring will result in the delay of deliverables by 
approximately two-years from the already revised timetable. 


The Provincial Auditor concluded that the re-negotiations should include a 
reduction of the risk attributed to slippage on the timelines. The Ministry’s 
objective is to lower the Consultant’s costs by demonstrating the government’s 
commitment to delivery and maintaining the contract schedule. The deadline on 
work scheduled for completion in July 1999 could be extended to 2002. 


The Deputy Minister did not think it appropriate to discuss the current 
renegotiations with Andersen Consulting during the hearings in December 1999. 


Committee Motion on the Renegotiations 


At the conclusion of the hearings on December 16, 1999, the Committee passed a 
motion with recommendations for the Ministry’s consideration during the contract 
re-negotiations. The Committee forwarded a copy of the following motion to the 
Ministry of Community and Social Services in December 1999. 


Those re-negotiations should attempt to include: 


« A reduction of and better control by the Ministry of Community and 
Social Services over Andersen Consulting (Consultant) billing rates; 
and a better mix of Ministry and Consultant’s staff to reduce overall 
projects costs; 


No further payments to the Consultant until the primary objective of 
implementing new technology is met and overall benefits exceed costs; 


No diminution in the functionality of the new technology originally 
contracted for, i.e. effective replacement of the Comprehensive Income 
Maintenance System; 


No increases in the cap and minimization of expenditures excluded from 
the cap, and 


The Consultant is to earn interest only on demonstrated actual net cash 
flows on this project rather than on full billing rates. 
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Negotiating Team 


The Committee concluded that the renegotiating team should include a broad 
range of professionals to address the complexities of a contract of this magnitude. 


The Committee therefore recommends that: 


7. The Ministry’s re-negotiating team on the Andersen Consulting 
contract should include experts from various disciplines, including 
information technology and financial experts, in addition to the senior 
Ministry staff and Management Board officials. 


~CONTRACT UPDATES 


The Business Transformation Project and the contract with Andersen Consulting 
are of ongoing concern to the Standing Committee on Public Accounts. The 
Committee has concluded that the current re-negotiations are an opportunity to 
address several shortcomings in the original Contract. A follow-up audit by the 
Office of the Provincial Auditor will provide an update on payments made to 
Andersen Consulting, the delays in the completion of the deliverables, and the 
workings of the cost and benefit pools. 


The Ministry should be prepared to report to the Committee as requested, during 
the life of the contract, particularly on the 1999-2000 renegotiations. 


Therefore, the Committee recommends that: 


8. The Ministry of Community and Social Services should submit a 
brief report to the Standing Committee on Public Accounts on the 
outcome of the 1999-2000 contract re-negotiations with Andersen 
Consulting as soon as possible, following their completion. This 
document should address the points raised in the Committee’s 
December 1999 motion. 
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COMMITTEE RECOMMENDATIONS 


1. The Ministry should develop an auditable system of benchmarking 
to ensure that initiatives taken by the Ministry prior to the Business 
Transformation Project are not incorrectly attributed to Andersen 
Consulting for payment. 


2. The $180 million cap should not be increased and expenditures 
excluded from the cap should be minimized. Supplementary 
expenditures should require Ministry approval. 


3. Andersen Consulting’s billing rates should be reduced and new 
controls introduced by the Ministry of Community and Social 
Services. The mix of personnel from the Ministry and Consultant 
should be adjusted to reduce overall project costs. 


4. The Consultant should earn interest only on demonstrated actual 
net cash flows on this Project, rather than on full billing rates. The 
Consultant should provide the Ministry with a monthly bank 
statement, indicating the amount borrowed and the interest rate. 


5. No further payments should be made to Andersen Consulting until 
the primary objective of implementing new technology is met and 
overall benefits exceed costs. 


6. The functionality of the new technology originally contracted for 
(i.e., effective replacement of the Comprehensive Income Maintenance 
System) should not be diminished. 


7. The Ministry’s re-negotiating team on the Andersen Consulting 
contract should include experts from various disciplines, including 
information technology and financial experts, in addition to the senior 
Ministry staff and Management Board officials. 


8. The Ministry of Community and Social Services should submit a 
brief report to the Standing Committee on Public Accounts on the 
outcome of the 1999-2000 contract re-negotiations with Andersen 
Consulting as soon as possible, following their completion. This 
document should address the points raised in the Committee’s 
December 1999 motion. 
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